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December 11, 2003
Accompanying this letter is an exposure draft of a proposed Statement on Standards for
Accounting and Review Services (SSARS), Performance of Review Engagements. A
summary of the significant provisions of the proposed SSARS follows this letter.
Comments or suggestions on any aspect of this exposure draft will be appreciated. To
facilitate the Accounting and Review Services Committee's (ARSC's) consideration of
responses, comments should refer to specific paragraphs and include supporting
reasons for each suggestion or comment.
Comments will become part of the public record of the AICPA and will be available for
public inspection at the offices of the AICPA after May 11, 2004, for one year.
Comments should be sent via electronic mail to Michael Glynn at mqlvnn@aicpa.orq and
received no later than April 11, 2004.

Sincerely,

Andrew M. Cohen
Chair
Accounting and Review Services Committee
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SUMMARY
The attached is an exposure draft of a proposed Statement on Standards for Accounting
and Review Services (SSARS) entitled Performance of Review Engagements.
WHY ISSUED AND WHAT IT DOES
SSARS No. 1, Compilation and Review of Financial Statements (AICPA, Professional
Standards, vol. 2, AR sec. 100.24-.33), currently provides guidance on analytical
procedures, inquiries, and other procedures applicable to a review of financial statements
whether prepared under generally accepted accounting principles or a comprehensive
basis of accounting other than generally accepted accounting principles. This Statement
will revise SSARS No. 1 to expand on previously provided guidance on analytical
procedures, inquiries, and other review procedures; to provide inquiries regarding fraud
in a review engagement and to require representations regarding fraud in the management
representation letter; and to clarify and provide guidance regarding workpaper
documentation in a review engagement.
EFFECTIVE DATE
The proposed Statement would be effective for reviews of financial statements for
periods ending on or after December 15, 2004.
HOW IT AFFECTS EXISTING STANDARDS
The proposed Statement would revise SSARS No. 1.
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Proposed Statement on Standards for Accounting and Review Services
Performance of Review Engagements
1. Statement on Standards for Accounting and Review Services (SSARS) No. 1,
Compilation and Review of Financial Statements (AICPA, Professional Standards, vol.
2, AR sec. 100.24-.33), currently provides guidance on analytical procedures, inquiries,
and other procedures applicable to a review of financial statements whether prepared
under generally accepted accounting principles or a comprehensive basis of accounting
other than generally accepted accounting principles. This Statement will revise SSARS
No. 1 (AR secs. 100.24-.33) to expand on previous guidance on analytical procedures,
inquiries, and other review procedures; to provide inquiries regarding fraud in a review
engagement and to require representations regarding fraud in the management
representation letter; and to clarify and provide guidance regarding workpaper
documentation in a review engagement. New language is shown in boldface italics;
deleted language is shown by strikethrough.
Review of Financial Statements
.24
Paragraphs .25 through .40 provide additional guidance applicable to a
review of financial statements. Procedures for conducting a review of financial
statements generally are limited to analytical procedures and inquiries. The
accountant performs these procedures to obtain a basis for communicating whether
he or she is aware of any material modifications that should be made to the
financial statements for them to be in conformity with generally accepted
accounting principles. The specific inquiries made and the analytical and other
procedures performed should be tailored to the engagement based on the
accountant's knowledge of the entity's business. The accountant's knowledge of an
entity's business influences the inquiries made and analytical procedures
performed. For example, if the accountant becomes aware of a significant change
in the entity's operations, the accountant may consider making additional inquiries,
employing additional analytical procedures, or both.
.2532
A review does not contemplate obtaining an understanding of internal
control or assessing control risk, tests of accounting records and of responses to
inquiries by obtaining corroborating evidential matter, and certain other procedures
ordinarily performed during an audit. Thus, a review does not provide assurance that
the accountant will become aware of all significant matters that would be disclosed in
an audit. However, if the accountant becomes aware that information coming to his or
her attention is incorrect, incomplete, or otherwise unsatisfactory, he the accountant
should perform the additional procedures he deemsed necessary to achieve limited
assurance that there are no material modifications that should be made to the financial
statements in order for the statements to be in conformity with generally accepted
accounting principles. (See paragraph .38.42 for guidance when an accountant is
unable to complete a review and paragraphs .41.45 through .43.47 for the
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accountant's responsibilities when he or she is aware of departures from generally
accepted accounting principles.)
Knowledge of Accounting Principles and Practices of the Industry
.262$
The accountant should possess a level of knowledge of the accounting
principles and practices of the industry in which the entity operates and an
understanding of the entity's business17 that will provide him, through the
performance of inquiry and analytical procedures, with a reasonable basis for
expressing limited assurance that there are no material modifications that should be
made to the financial statements in order for the statements to be in conformity with
generally accepted accounting principles. (As previously noted, reference to generally
accepted accounting principles in this Statement includes, where applicable, another
an other comprehensive basis of accounting.)
.2726
The requirement that the accountant possess a level of knowledge of the
accounting principles and practices of the industry in which the entity operates does
not prevent an accountant from accepting a review engagement for an entity in an
industry with which the accountant has no previous experience. It does, however,
place upon the accountant a responsibility to obtain the required level of knowledge.
The accountant may do so, for example, by consulting AICPA guides, industry
publications, financial statements of other entities in the industry, textbooks and
periodicals, or individuals knowledgeable about the industry.
.2821
The accountant's understanding of the entity's business should include a
general understanding of the entity's organization, its operating characteristics, and
the nature of its assets, liabilities, revenues, and expenses. This would ordinarily
involve a general knowledge of the entity's production, distribution, and
compensation methods, types of products and services, operating locations, and
material transactions with related parties. An accountant's understanding of an entity's
business is ordinarily obtained through experience with the entity or its industry and
inquiry of the entity's personnel.
Analytical Procedures
.2928
The accountant's inquiry and analytical procedures should ordinarily
consist of the following: The accountant should apply analytical procedures to the
financial statements to identify and provide a basis for inquiry about the
relationships and individual items that appear to be unusual and that may indicate
a material misstatement. Analytical procedures should include:
•

17

Developing expectations by identifying and using plausible relationships that
are reasonably expected to exist based on the accountant's understanding of
the entity and the industry in which the entity operates.

For purposes of this statement, the term business includes not-for-profit entities.

7

•

Comparing recorded amounts, or ratios developedfrom recorded amounts, to
expectations developed by the accountant.

See Appendix H for examples of analytical procedures an accountant may consider
performing when conducting a review of financial statements. The accountant may
find the guidance in SAS No. 56, Analytical Procedures (AICPA, Professional
Standards, vol. 1, AU sec. 329), useful in conducting a review of financial
statements.
.30
Expectations developed by the accountant in performing analytical
procedures in connection with a review of financial statements ordinarily are less
encompassing than those developed in an audit. Also, in a review the accountant
ordinarily is not required to corroborate management's responses with other
evidence. However, the accountant should consider the reasonableness and
consistency of management's responses in light of the results of other review
procedures and the accountant's knowledge of the entity's business.
Inquiries and Other Review Procedures
.31
The following are inquiries the accountant should consider making and
other review procedures the accountant should consider performing when
conducting a review of financial statements:
a. Inquiries concerning the entity's accounting principles and practices and the
methods followed in applying them (see Appendix B [paragraph .58]).Inquiries to
members of management who have responsibility for financial and accounting
matters concerning:
•

Whether the financial statements have been prepared in conformity with
generally accepted accounting principles consistently applied.

•

The entity's accounting principles and practices and the methods followed
in applying them and procedures for recording, classifying, and
summarizing transactions, and accumulating information for disclosure in
the financial statements.

•

Unusual or complex situations that may have an effect on the financial
statements.

•

Significant transactions occurring or recognized in the last several days of
the reporting period.

•

The status of uncorrected misstatements identified during the previous
engagement.

•

Questions that have arisen in the course of applying the review procedures.
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•

Events subsequent to the date of the financial statements that could have a
material effect on the financial statements.

•

Their knowledge of any fraud or suspected fraud affecting the entity
involving management or others where the fraud could have a material
effect on the financial statements, for example, communications received
from employees, former employees, or others.

•

Significant journal entries and other adjustments.

•

Communications from regulatory agencies.

b. Inquiries concerning the entity's procedures for recording, classifying, and
summarizing transactions, and accumulating information for disclosure in the
financial statements (see Appendix B [paragraph .58]).
e.—Analytical procedures designed to identify relationships and individual items that
appear to be unusual. For the purposes of this statement, analytical procedures
consist of (1) comparison of the financial statements with statements for
comparable prior period(s), (2) comparison of the financial statements with
anticipated results, if available (for example, budgets and forecasts), and (3) study
of the relationships of the elements of the financial statements that would be
expected to conform to a predictable pattern based on the entity's experience. In
applying these procedures, the accountant should consider the types of matters
that required accounting—adjustments—in preceding periods.—Examples—of
relationships of elements in financial statements that would be expected to
conform to a predictable pattern may be the relationships between changes in
sales and changes in accounts receivable and expense accounts that ordinarily
fluctuate with sales, and between changes in property, plant, and equipment and
changes in depreciation expense and other accounts that may be affected, such as
maintenance and repairs.
bd. Inquiries concerning actions taken at meetings of shareholders, board of directors,
committees of the board of directors, or comparable meetings that may affect the
financial statements.
ce. Reading the financial statements to consider, on the basis of information coming
to the accountant's attention, whether the financial statements appear to conform
with generally accepted accounting principles.
df. Obtaining reports from other accountants, if any, who have been engaged to audit
or review the financial statements of significant components of the reporting
entity, its subsidiaries, and other investees.18
18

The financial statements of the reporting entity ordinarily include an accounting for all significant
components, such as unconsolidated subsidiaries and investees. If other accountants are engaged to
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g-.—Inquiries of persons having responsibility for financial and accounting matters
concerning (1) whether the financial statements have been prepared in conformity
with generally accepted accounting principles consistently applied, (2) changes in
the entity's business activities or accounting principles and practices, (3) matters
as to which questions have arisen in the course of applying the foregoing
procedures, and (4) events subsequent to the date of the financial statements that
would have a material effect on the financial statements.
Management Representations
.3229
Written representations are required from management for all financial
statements and periods covered by the accountant's review report. For example, if
comparative financial statements are reported on, the representations obtained at the
completion of the most recent review should address all periods being reported on.
The specific written representations obtained by the accountant will depend on the
circumstances of the engagement and the nature and basis of presentation of the
financial statements. In connection with a review of financial statements presented in
accordance with generally accepted accounting principles, specific representations
should relate to the following matters:19
a. Management's acknowledgment of its responsibility for the fair presentation
in the financial statements of financial position, results of operations, and cash
flows in conformity with generally accepted accounting principles
b. Management's belief that the financial statements are fairly presented in
conformity with generally accepted accounting principles
c. Management's acknowledgement of its responsibility to prevent and detect
fraud
d. Knowledge of any fraud or suspected fraud affecting the entity involving
management or others where the fraud could have a material effect on the
financial statements, including any communications received from
employees, former employees, or others
ec. Management's full and truthful response to all inquiries
audit or review the financial statements of such components, the accountant will require reports from
the other accountants as a basis, in part, for his the accountant's review report on his with respect to
the review of the financial statements of the reporting entity. The accountant may decide to make
reference to the work of other accountants in his the accountant's review report on the financial
statements. If such reference is made, the report should indicate the magnitude of the portion of the
financial statements audited or reviewed by the other accountants.
19
Specific representations also are applicable to financial statements presented in conformity with a
comprehensive basis of accounting other than generally accepted accounting principles. The specific
representations to be obtained should be based on the nature and basis of presentation of the financial
statements being reviewed.
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fd. Completeness of information
ge. Information concerning subsequent events
The representation letter ordinarily should be tailored to include additional
appropriate representations from management relating to matters specific to the
entity's business or industry. An illustrative representation letter is presented in
Appendix F.
.3330
The written representations should be addressed to the accountant.
Because the accountant is concerned with events occurring through the date of the
report that may require adjustment to or disclosure in the financial statements, the
representations should be made as of a date no earlier than the date of the
accountant's report. The letter should be signed by those members of management
whom the accountant believes are responsible for and knowledgeable, directly or
through others in the organization, about the matters covered in the representation
letter. Normally, the chief executive officer and chief financial officer or others with
equivalent positions in the entity should sign the representation letter. If the current
management was not present during all periods covered by the accountant's report,
the accountant should nevertheless obtain written representations from current
management on all such periods.
.543-1Knowledge acquired in the performance of audits of the entity's financial
statements, compilation of the financial statements, or other accounting services may
result in modification of the review procedures described in paragraphs .28 through
.31. However, such modification would not reduce the degree of responsibility the
accountant assumes with respect to the reviewed financial statements he has
reviewed.
Documentation in a Review Engagement
.35
The accountant should prepare documentation in connection with a
review of financial statements, the form and content of which should be designed to
meet the circumstances of the particular engagement. Documentation is the
principal record of the review procedures performed and the conclusions reached
by the accountant in performing the review.20
.5633
Because of the different circumstances in individual engagements,
Although it is not possible to specify the form or content of the working papers that
an documentation the accountant should prepare in connection with a review of
financial—statements—because—of—the—different—circumstances—of—individual
engagements, the accountant's working papers should describe—. However, the
documentation should include any findings or issues that in the accountant's
20

However, an accountant would not be precluded from supporting his or her conclusions by other
means in addition to the documentation.
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judgment are significant, for example, the results of review procedures that indicate
that the financial statements could be materially misstated, including actions taken
to address such findings, and the basis for the final conclusions reached.
.37
The documentation of the inquiry and analytical procedures should
include the following:
a. The matters covered in the accountant's inquiry and analytical procedures.
b. The analytical procedures performed
c. The expectations as discussed in paragraph .29, where those expectations
are not otherwise readily determinable from the documentation of the work
performed, andfactors considered in its development.
d. Results of the comparison of the expectations to the recorded amounts or
ratios developedfrom recorded amounts.
e. Any additional procedures performed in response to significant unexpected
differences arising from the analytical procedure and the results of such
additional procedures.
fb. Unusual matters that the accountant considered during the performance of the
review procedures, including their disposition.
g. The representation letter.
2.

This Standard is effective for reviews of financial statements for periods ending
on or after December 15, 2004.

3.

This Statement revises Appendix B to SSARS No. 1 and adds an additional
appendix to SSARS No. 1. New language is shown in boldface italics; deleted
language is shown by strikethrough.
APPENDIX B
REVIEW OF FINANCIAL STATEMENTS - ILLUSTRATIVE INQUIRIES
The inquiries to be made in a review of financial statements are a matter of the
accountant's professional judgment. In determining his the appropriate inquiries, an
accountant may consider (a) the nature and materiality of the items reflected in the
financial statements, (b) the likelihood of a misstatement in the financial
statements, (c) knowledge obtained during current and previous engagements, (d) the
stated qualifications (of the entity's accounting personnel, (e) the extent to which a
particular item is affected by management's judgment, and (f) inadequacies in the
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entity's underlying financial data. The inquiries should generally be made of
members of management with financial reporting and accounting responsibilities.
The following list of inquiries is for illustrative purposes only. These inquiries do will
not necessarily apply to be applicable in every review engagement, nor are they these
inquiries meant to be all-inclusive. This list is These illustrative inquiries are not
intended to serve as a program or checklist in the conduct of to be utilized in
performing a review engagement; rather it describes the, they address general areas
in which where inquiries might be made in a review engagement. For example Also,
the accountant may feel it necessary to make several inquiries in an effort to answer
one of the questions listed below, such as item 3(a) related to the issues addressed in
these illustrative inquiries.
1. General
a.
Have there been any changes in the entity's business activities?
b.
Are there any unusual or complex situations that may have an effect on
the financial statements (for example, business combinations,
restructuring plans, or litigation)?
ca.
What are the procedures are in place related to for recording, classifying,
and summarizing transactions (relates to each section discussed below)
and accumulating information related to financial
statement
disclosures?
db.
Do the Have general ledger control accounts agree been reconciled with
subsidiary records (for example, receivables, inventories, investments,
property and equipment, accounts payable, accrued expenses, non current
liabilities)?
ec.
Have the financial statements been prepared in conformity with
generally accepted accounting principles been applied on a consistent
basis or, if appropriate, a comprehensive basis of accounting other than
generally accepted accounting principles? Have there been any changes
in accounting principles and methods of applying those principles?
f.
Have there been any instances of fraud or illegal acts within the entity?
g.
Have there been any allegations or suspicions that fraud or illegal acts
might have occurred or might be occurring within the entity? If so,
where and how?
h.
Are any entities, other than the reporting entity, commonly controlled by
the owners? If so, has an evaluation been performed to determine
whether those other entities should be consolidated into the financial
statements of the reporting entity?
i.
Are there any entities other than the reporting entity in which the
owners have significant investments (for example, variable interest
entities)? If so, has an evaluation been performed to determine whether
the reporting entity is the primary beneficiary related to the activities of
these other entities?
j.
Have any significant transactions occurred or been recorded at the end
of the reporting period or recorded as post-closing entries?
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2. Cash
a.
Is the entity's policy regarding the composition of cash and cash
equivalents in accordance with Financial Accounting Standards Board
Statement of Financial Accounting Standards No. 95, Statement of
Cash Flows (paragraphs 7-10)? Has the policy been applied on a
consistent basis?
ba.
Have Are all bank balances been accounts reconciled with book balances
on a timely basis?
cb.
Have old or unusual reconciling items between bank balances and book
balances been reviewed and adjustments made where necessary?
de.
Has there been a proper cutoff of cash transactions been made receipts
and disbursements?
e.
Has a reconciliation of intercompany transfers been prepared?
f.
Have checks written but not mailed as of the financial statement date
been properly reclassified into the liability section of the balance sheet?
g.
Have material bank overdrafts been properly reclassified into the
liability section of the balance sheet?
hd.
Are there any—compensating balances or other restrictions on the
availability of cash balances? If so, has consideration been given to
reclassifying these amounts as noncurrent assets?
ie.
Have cash funds been counted and reconciled with control accounts?
3. Receivables
a.
Has an adequate allowance been made for doubtful accounts been
properly reflected in the financial statements!
b.
Have uncollectible receivables considered uncollectible been written off
through a charge against the allowance account or earnings!
c.
If appropriate, Has interest earned on receivables been properly reflected
in the financial statements!
d.
Has there been a proper cutoff of sales transactions been made?
e.
Are there any receivables from employees and or other related parties?
Have receivables from owners been evaluated to determine if they
should be reflected in the equity section (rather than the asset section) of
the balance sheet?
f.
Are any receivables pledged, discounted, or factored? Are recourse
provisions properly reflected in the financial statements?
g.
Have receivables been properly classified between current and
noncurrent?
h.
Have there been significant numbers of sales returns or credit
memoranda issued subsequent to the balance sheet date?
i.
Is the accounts receivable subsidiary ledger reconciled to the general
ledger account balance on a regular basis?
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4.

InvantoriesInventory
a.
Have inventories been physically counted Are physical inventory counts
performed on a regular basis, including at the end of the reporting
period? Are the count procedures adequate to ensure an appropriate
count? If not, how have amounts related to inventories been determined
for purposes of financial statement presentation"? If so, what procedures
were used to take the latest physical inventory and what date was that
inventory taken?
b.
Have general ledger control accounts been adjusted to agree with the
physical inventories inventory count? If so, were the adjustments
significant?
c.
If the physical inventories inventory counts are taken at a date other than
the balance sheet date, what procedures were used to record determine
changes in inventory between the date of the physical inventory counts
and the balance sheet date?
d.
Were consignments in or out considered in taking physical inventories?
e.
What is the basis of valuation valuing inventory for purposes of financial
statement presentation?
f.
Does inventory cost include material, labor, and overhead where
applicable?
g.
Have write-downs Has inventory been reviewed for obsolescence or cost
in excess of net realizable value been made? If so, how are these costs
reflected in the financial statements?
h.
Have proper cutoffs of purchases, goods in transit, and returned goods
been made?
i.
Are there any inventory encumbrances?
j.
Is scrap inventoried and controlled?
5. Prepaid Expenses
a.
What is the nature of the amounts included in prepaid expenses?
b.
How are these amounts being amortized?
6. Investments, Including Loans, Mortgages, and Intercorporate Investments
a.
What is the basis of accounting for investments reported in the financial
statements (for example, securities, joint ventures, or closely-held
businesses)?
b.
Does the entity have any association with derivative instruments? If so,
are those instruments properly measured and disclosed in the financial
statements? If those derivatives are utilized in hedge transactions, have
the documentation or assessment requirements related to hedge
accounting been met?
c.
How were fair values of the reported investments determined? Have
mark-to-market gains and losses been properly reported in the financial
statements?
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d.
e.
f.

ga.
hb.
ic.
d.
je.
kf.

If the fair values of marketable debt and equity securities are less than
cost, have the declines in value been evaluated to determine whether the
declines are other-than-temporary?
Are investments in marketable debt and equity securities properly
classified as trading, available-for-sale, and held-to-maturity?
For any debt securities classified as held-to-maturity, does management
have the positive ability and intent to hold the securities until they
mature?
Have gains and losses on related to disposal of investments been properly
reflected in the financial statements?
Has How was investment income been reflected determined} Is
investment income properly reflected in the financial statements?
Has appropriate consideration been given to the classification of
investments between current and noncurrent, and the difference between
the cost and market value of investments?
Have consolidation or equity accounting requirements been considered?
What is the basis of valuation of marketable equity securities For
investments made by the reporting entity, have consolidation or equity
method accounting requirements been considered?
Are any investments unencumbered?

7. Property and Equipment
a.
Are property and equipment items properly stated at depreciated cost?
b.
When was the last time a physical inventory of property and equipment
was taken?
c.
Are all items reflected in property and equipment held for use? If not,
have items that are held for sale been properly reclassified from property
and equipment?
da.
Have gains or losses on disposal of property and equipment been properly
reflected in the financial statements?
eb.
What are the criteria for capitalization of property and equipment? Have
such the criteria been consistently and appropriately applied during the
fiscal period?
fe.
Does the Are repairs and maintenance account only include items of costs
properly reflected as an expense nature in the income statement!
d.
Are property and equipment stated at cost?
ge.
What are the depreciation methods and rates are utilized in the financial
statements? Are they-these methods and rates appropriate and applied on
a consistent basis?
hf.
Are there any unrecorded additions, retirements, abandonments, sales, or
trade-ins?
ig.
Does the entity have any material lease agreements? If so, hHave they
those agreements been properly reflected evaluated for financial
statement presentation purposes?
j.
Are there any asset retirement obligations associated with tangible longlived assets? If so, has the recorded amount of the related asset been

16

k.

l.

mh.

increased because of the obligation and is the liability properly reflected
in the liability section of the balance sheet?
Has the entity constructed any of its property and equipment items? If
so, have all components of cost been reflected in measuring these items
for purposes of financial statement presentation, including, but not
limited to, capitalized interest?
Has there been any significant impairment in value of property and
equipment items? If so, has any impairment loss been properly reflected
in the financial statements?
is—Are any property and equipment items mortgaged or otherwise
encumbered? If so, are these mortgages and encumbrances properly
reflected in the financial statements?

8. Intangibles and Other Assets
a.
What is the nature of the amounts included in other assets?
b.
Do these assets represent costs that will benefit future periods? What is the
amortization policy related to these assets'? Is it this policy appropriate?
c.
Have other assets been properly classified between current and
noncurrent?
d.
Are intangible assets with finite lives being appropriately amortized?
e.
Are the costs associated with computer software properly reflected as
intangible assets (rather than property and equipment) in the financial
statements?
f.
Are the costs associated with goodwill (and other intangible assets with
indefinite lives) properly reflected as intangible assets in the financial
statements? Has amortization been ceased related to these assets?
g.
Has there been any significant impairment in value of these assets? If
so, has any impairment loss been properly reflected in the financial
statements?
hd.
Are any of these assets mortgaged or otherwise encumbered?
9. Accounts and Short-Term Notes Payable and Accrued Liabilities
a.
Have all-significant payables been reflected in the financial statements?
b.
Are all bank and other short-term liabilities properly classified in the
financial statements?
c.
Have all significant accruals, such as (for example, payroll, interest, and
provisions for pension and profit-sharing plans, or other postretirement
benefit obligations) been properly reflected in the financial statements!
d.
Have the costs associated with compensated absences been properly
accrued and disclosed in the financial statements?
ed.
Are there any collateralized liabilities collateralized or subordinated! If
so, are those liabilities disclosed in the financial statements?
fe.
Are there any payables to employees and related parties?
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10. Long-Term Liabilities
a.
What a Are the terms and other provisions of long-term liability
agreements properly disclosed in the financial statements?
b.
Have liabilities been properly classified between current and noncurrent?
c.
Has interest expense been properly accrued and reflected in the financial
statements?
d.
Has there been Is the company in compliance with restrictive loan
covenants of loan and agreements? If not, is the noncompliance properly
disclosed in the financial statements?
e.
Are any long-term liabilities collateralized or subordinated? If so, are
these facts disclosed in the financial statements?
f.
Are there any obligations that, by their terms, are due on demand within
one year from the balance sheet date? If so, have these obligations been
properly reclassified into the current liability section of the balance
sheet?
11. Income and Other Taxes
a.
Has Do the financial statements reflect an appropriate provision been
made for current and prior-year federal and state income taxes payable?
b.
Have any assessments or reassessments been received? Are there any IRS
or state tax authority examinations in process?
c.
Are there timing any temporary differences between book and tax
amounts? If so, have deferred taxes on these differences been properly
reflected in the financial statements?
d.
Has Do the financial statements reflect an appropriate provision been
made for state and local income, franchise, sales and other taxes payable
other than income taxes (for example, franchise, sales)?
e.
Have all required tax payments been made on a timely basis?
12. Other Liabilities, Contingencies, and Commitments
a.
What is the nature of the amounts included in other liabilities?
b.
Have other liabilities been properly classified between current and
noncurrent?
c.
Are there any guarantees, whether written or verbal, whereby the entity
must stand ready to perform or is contingently liable related to the
guarantee? If so, are these guarantees properly reflected in the financial
statements?
dc.
Are there any contingent liabilities, such as (for example, discounted
notes, drafts, endorsements, warranties, litigation, and unsettled asserted
claims)? Are there any unasserted potential unasserted claims? Are these
contingent liabilities, claims, and assessments properly measured and
disclosed in the financial statements?
ed.
Are there any material contractual obligations for construction or purchase
of real property and equipment and or any commitments or options to
purchase or sell company securities? If so, are these facts clearly
disclosed in the financial statements?
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f.

g.

h.
i.

Is the entity responsible for any environmental remediation liability? If
so, is this liability properly measured and disclosed in the financial
statements?
Does the entity have any agreement to repurchase items that previously
were sold? If so, have the repurchase agreements been taken into
account in determining the appropriate measurements and disclosures
in the financial statements?
Does the entity have any sales commitments at prices expected to result
in a loss at the consummation of the sale? If so, are these commitments
properly reflected in the financial statements?
Are there any violations, or possible violations, of laws or regulations
the effects of which should be considered for financial statement accrual
or disclosure?

13. Equity
a.
What is the nature of any changes in equity accounts during each
reporting period?
b.
What classes of capital stock (other ownership interests) have been
authorized?
c.
What is the par or stated value of the various classes of stock (other
ownership interests)?
d.
Do amounts of outstanding shares of capital stock (other ownership
interests) agree with subsidiary records?
e.
Have pertinent rights and privileges of ownership interests been properly
disclosed in the financial statements?
f.
Does the entity have any mandatorily redeemable ownership interests? If
so, have these ownership interests been evaluated so that a proper
determination has been made related to whether these ownership
interests should be measured and reclassified to the liability section of
the balance sheet? Are redemption features associated with ownership
interests clearly disclosed in the financial statements?
ge.
Have capital stock dividend (distribution) and liquidation preferences
related to ownership interests, if any been properly disclosed in the
financial statements'?
h.
Do disclosures related to ownership interests include any applicable call
provisions (prices and dates), conversion provisions (prices and rates),
unusual voting rights, significant terms of contracts to issue additional
ownership interests, or any other unusual features associated with the
ownership interests?
i.
Are syndication fees properly reflected in the financial statements as a
reduction of equity (rather than an asset)?
jf.
Have any stock options or other stock compensation awards been granted
to employees or others? If so, are these options or awards properly
measured and disclosed in the financial statements?
kg.
Has the entity made any acquisitions of its own capital stock? If so, are
the amounts associated with these reacquired shares properly reflected
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lh.

in the financial statements as a reduction in equity? Is the presentation
in accordance with applicable state laws?
Are there any restrictions or appropriations on retained earnings or other
capital accounts? If so, are these restrictions or appropriations properly
reflected in the financial statements?

14. Revenue and Expenses
a.
What is the entity's revenue recognition policy? Is the policy
appropriate? Has the policy been consistently applied and appropriately
disclosed?
ba.
Are revenues from the sales of major products and rendering of services
recognized in the appropriate reporting period (that is, when the products
have been delivered and when the services have been performed)?
c.
Were any sales recorded under a "bill and hold" arrangement? If yes,
have the criteria been met to record the transaction as a sale?
db.
Are purchases and expenses recognized in the appropriate reporting
period (that is, matched against revenue) and properly classified in the
financial statements?
e.
Have there been any unusual customer or vendor complaints related to
purchase or sales transactions? If so, what was the resolution associated
with the complaints?
f.
Have there been any unusual or unexpected change orders (or other
contract changes)? If so, are these change orders properly reflected in
financial statement measurements and disclosures?
ge.
Do the financial statements include discontinued operations, or items that
might be considered extraordinary, or both? If so, are amounts associated
with discontinued operations, extraordinary items, or both properly
displayed in the income statement?
h.
Does the entity have any gains or losses that would necessitate the
display of comprehensive income (for example, gains/losses on
available-for-sale securities or cash flow hedge derivatives)? If so, have
these items been properly displayed within comprehensive income
(rather than included in the determination of net income)?
15. Other
a.
Are there Have any events that occurred after subsequent to the end of the
fiscal period balance sheet date that have a significant effect on would
require adjustment to, or disclosure in, the financial statements?
b.
Have actions taken at stockholders, board of directors, committees of
directors, or comparable meetings that affect the financial statements been
reflected in the financial statements?
c.
Are significant estimates and material concentrations (for example,
customers or suppliers) properly disclosed in the financial statements?
d.
Are there plans/intentions that may materially affect the carrying
amounts or classification of assets and liabilities reflected in the
financial statements?
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ee.

fd.

Have there been any material transactions between or among related
parties (for example, sales, purchases, loans, or leasing arrangements)?
If so, are these transactions properly disclosed in the financial
statements?
Are there any material uncertainties that could have a material impact on
the financial statements? Is there any change in the status of previously
disclosed material uncertainties previously disclosed? Are all
uncertainties, including going concern matters, that could have a
material impact on the financial statements properly disclosed in the
financial statements?

APPENDIX H
ANALYTICAL
PERFORMING
STATEMENTS

PROCEDURES
THE ACCOUNTANT
WHEN CONDUCTING A REVIEW

MAY
OF

CONSIDER
FINANCIAL

Analytical procedures are designed to identify relationships and individual items
that appear to be unusual and that may reflect a material misstatement of the
financial statements. Examples of analytical procedures an accountant may
consider performing in a review of financial statements include:
•

Comparing financial statements with statements for comparable prior
period(s).

•

Comparing current financial information with anticipated results, such as
budgets or forecasts (for example, comparing tax balances and the
relationship between the provision for income taxes and pretax income in the
current financial information with corresponding information in (a) budgets,
using expected rates, and (b) financial information for prior periods).1

•

Comparing current financial information
information.

•

Comparing ratios and indicators for the current period with expectations
based on prior periods, for example, performing gross profit analysis by
product line and operating segment using elements of the current financial
information and comparing the results with corresponding information for
prior periods. Examples of key ratios and indicators are the current ratio,
receivable turnover or days' sales outstanding, inventory turnover,
depreciation to average fixed assets, debt to equity, gross profit percentage,
net income percentage, and plant operating rates.

•

Comparing ratios and indicators for the current period with those of entities
in the same industry.
1

with relevant

nonfinancial

The accountant should exercise caution when comparing and evaluating current financial
information with budgets, forecasts, or other anticipated results because of the inherent lack of
precision in estimating the future and the susceptibility of such information to manipulation and
misstatement by management to reflect desired results.
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•

Comparing relationships among elements in the current financial
information with corresponding relationships in the financial information of
prior periods, for example, expense by type as a percentage of sales, assets by
type as a percentage of total assets, and percentage of change in sales to
percentage of change in receivables.

•

Comparing disaggregated data. The following are examples of how data may
be disaggregated:
—

By period, for example, financial statement items disaggregated into
quarterly, monthly, or weekly amounts.

—

By product line.

—

By location, for example, subsidiary, division, or branch.

Analytical procedures may include such statistical techniques as trend analysis or
regression analysis and may be performed manually or with the use of computerassisted techniques.
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